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Examination in Auditing
MAY 15, 1919, 9 A. M. TO 1 P. M.

Answer all the following questions:
1.

How would you verify the accuracy of accounts receivable
from trade customers—
(a)
(b)

2.

In a detailed audit;
In a balance-sheet audit?

In a balance-sheet audit how would you verify as to quan
tities and amounts the inventory items—
(a)
(b)

Goods in process;
Repair and replacement parts for the concern’s
product?

3.

You are informed that during the period covered by a
balance-sheet audit, which you have made, a defalcation
was going on in the petty cash which was not discovered
by you. You are asked to write a letter of explana
tion to the board of directors. Explain what you would
do, and draft such a letter.

4.

How would you treat cash discounts on capital expenditures,
such as for new machinery?

5.

In auditing the accounts of a corporation for the year ended
December 31, 1918, you find that for the first time there
were taken into consideration goods to be received after
January 1, 1919, which you find were covered by firm
contracts. The purchase price of the goods was charged
to purchases account as of December 31, 1918, and
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credited to the vendor. In the inventory the goods were
taken at 20 per cent. less than cost. You find that the
market price was in fact 80 per cent. of cost. Tax state
ments have been prepared in accordance with the books.
Give your opinion as to the wisdom and propriety of the
course adopted and your advice as to reflecting the fore
going in the balance-sheet.

6.

Discuss the various methods of handling containers in differ
ent businesses? In each case describe the duty of the
auditor.

7.

In making an audit or investigation for the prospective
purchase of a business to be followed by a report, in
cluding a balance-sheet and income and profit and loss
statement, would you expect such a report to differ
from the report which you would make based upon a
balance-sheet audit directed to and made for the presi
dent of a corporation? If different, specify fully the
points of difference.

8.

How could a manager, who does not keep the books but is
interested in the profits of one department of a business,
unduly increase the amount of his compensation ? In
making an audit where profit-sharing agreements exist
should an audit programme differ from that required
where there are no such agreements? If so, why?

9.

(a)

(b)

(c)
(d)

10.

Would you refuse to sign an audit certificate if you
had been refused access to the minute book of a
corporation ?
If the answer is “Yes” would you sign the certificate
with a qualification?
Mention five items for which you would look in exam
ining a minute book.
If the corporation were a “close” one and practically
no minutes were kept, what action would you take
and why?

When plant and deferred asset accounts are increasing,
should an auditor attempt to ascertain whether or not
production is increasing, to the same relative extent?
402
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What is the auditor’s general duty in regard to (a)
capital expenditures and (b) increases in inventories?
Answer fully.
Examination in Commercial Law
MAY 15, 1919, 2 P. M. TO 6 P. M.

Give your reasons for all answers

NEGOTIABLE INSTRUMENTS
Answer three of the following four questions:

1.

On the balance-sheet of a merchant there appears an item,
notes receivable $5,695.50. You find these notes on hand
or in bank for collection. You also find that the mer
chant has discounted at his bank notes previously re
ceived by him not yet due amounting to $11,000.00.
(a)

(b)

2.

Since these discounted notes are no longer held by
the merchant, has he any further responsibility
or liability?
If so, describe its nature and what effect it may have
on the balance-sheet.

In counting the cash in a mill office you find as part of the
cash cheques which have been received from customers
subsequent to the last bank deposit, which was made a
week prior to your visit. The cheques are drawn on
various widely scattered banks, including the mill’s own
bank, which is three miles away on a trolley line.
What does the law require the holder of cheques
to do?
(b) What danger, if any, may this mill incur in the col
lection of these cheques when it makes its next
deposit?

(a)

3.

Among the notes receivable of E F, whose books are being
examined, are two promissory notes past due. The
maker of both is A B, whose financial responsibility is
doubtful. One of the notes bears the endorsement of
B C, who is known to be “good.” What steps should
have been taken by E F on the dates when each of these
notes fell due to protect his rights ?
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4.

(a)

(b)

How does the certification of a cheque by the bank
operate to change its nature in the hands of a
holder ?
Describe the words necessary to effect certification.
CONTRACTS

Answer two of the following three questions:
5.

A calls B on the telephone and says: “I have fine apples at
$5.00 a barrel.” B says, “I will take two barrels.”
(a)
(b)

(c)

6.

(a)

(b)

7.

Is this a good contract?
What effect, if any, would be created if the same
words had been expressed in a signed letter by A
to B with B’s signed reply?
What additional effect, if any, would be created by a
more formal expression of the same conversation
in a “memorandum of agreement” signed by both
parties and properly witnessed?

What is the difference between an ordinary contract
and one of suretyship?
What duty does the employer of a “bonded” cashier
owe to the indemnity (or security) company during
the term of the bond?

What is the difference between the contract called “instal
ment lease” and one under which merchandise is sold
on terms requiring payments of stated amounts in thirty,
sixty, ninety and one hundred and twenty days after
delivery ?

CORPORATIONS
Answer both the following two questions:
8.

In January of each year for several years the directors of
a corporation have declared an annual dividend on the
company’s preferred stock at the rate specified on the
certificates. In the balance-sheet of December 31st of
each preceding year the treasurer sets up the amount of
the dividend as a liability of the company. Does the
liability item correctly represent the company’s respon
sibilities to its preferred shareholders and the holders
of its notes payable?
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9.

(a)

(b)

Describe some of the principal advantages obtainable
through the incorporation of a business now owned
by an individual.
Are there any disadvantages to be considered?
PARTNERSHIP

Answer both the following two questions:

10.

In an agreement for sharing profits entered into between
two partners of a business concern and three employees,
how should the agreement read to distinguish it from
one of general partnership?

11.

(a)

(b)

In examination of the business books of a partnership,
for what document would you inquire for confirma
tion of the division of profits and amount of capital
of the several members?
Describe several other important provisions which you
would expect to find in such a document.

FEDERAL INCOME, WAR PROFITS AND EXCESS
PROFITS TAXES
Answer both the following two questions:

12.

You own two houses, in one of which you live. The other
is leased to a tenant at a fixed monthly rental. You
paid during 1918 real estate taxes to the state, county,
city or township on both properties. You also paid for
the repairs on both.
(a)

(b)

13.

Does the present federal income tax law make any
distinction between the two properties as to these
two classes of expenses?
If so, explain the reason, if any, for the distinction.

A corporation owns and operates a rolling mill. In its
expense accounts for 1918 are the following items of
disbursement:
$1,000.00 to Red Cross for services of nurse and for medi
cines at the mill’s emergency hospital;
500.00 to the war chest (a local community fund);
100.00 annual dues in National Mill Owners’ Associa
tion;
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500.00 to a local hospital for beds provided solely for
the use of employees of the corporation;
250.00 to the Society for the Prevention of Cruelty to
Children.

Specify which, if any, of these items the corporation may
deduct from its gross income in determining its taxable
income.

Examination in Accounting, Theory and Practice
Part I
MAY 16, 1919, 9 A. M. TO 1 P. M.

Answer all the following questions:

1.

A has agreed to sell to B the goodwill of the X. Y. Co. on
the basis of three years’ profits of the business to be
determined by you on sound principles of accounting
as accurately as possible from the following statement
handed you by A. You are required to compute the
value of the goodwill, but are not expected to take into
account any considerations outside those presented by
the statements.
1st
2nd
Year
Year
Credits
Sales (selling prices sub
stantially uniform during
$638,400 $602,500
period) .........................
Estimated value of con
struction work performed
110,000
77,600
and charged to property
Appreciation of real estate
upon revaluation by ex
80,000
perts ............................
Profit on sale of Bethle
hem Steel Co. stock....
Inventory at end of period:
Production material at
72,000
103,100
cost .......................
Finished goods at selling
76,500
114,000
prices .......................
$896,900
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$977,200

3rd
Year

$564,000

154,000

85,000
106,600

150,000
$1,059,600

American Institute of Accountants
Debits
Production materials purchased ............................
Production labor .............
Production expense (ineluding depreciation) ..
Selling expenses ...............
Interest ..............................
Cost of construction work
Inventory at beginning of
period:
Production material at
cost ..............................
Finished goods at selling
prices ...........................

Balance, being profit
claimed by A.............

1st
Year

2nd
Year

3rd
Year

$233,000
50,850

$252,400
61,400

$220,300
60,900

66,750
52,500
96,000
74,600

69,300
55,650
94,000
49,000

70,300
62,800
98,500
86,000

51,400

72,000

103,100

54,900

76,500

114,000

$680,000

$730,250

$815,900

$216,900

$246,950

$243,700

2.

Does the basis of three years’ profits for arriving at the
goodwill outlined in the previous question appear to you
to be reasonable upon the facts disclosed to you? If
not, what advice would you offer upon the question if
A or B were your client?

3.

From the following balance-sheet and data
Prepare corrected balance-sheet in appropriate form
for the information of stockholders and auditors’
certificate thereto.
(b) Show statement of adjustments to profits and surplus.

(a)

PASSAIC FALLS WOOLEN MANUFACTURING CO.
BALANCE-SHEET—JUNE 30, 1918
Assets
Land .....................................................................................
Buildings (brick) ..............................................................
Machinery ............................................................................
Steam power plant ............................................................
Treasury stock common, 250 shares costing.............
Accounts receivable ...........................................................
Inventories June 30, 1918................................................
Cash .....................................................................................

$10,000.00
100,000.00
150,000.00
25,000.00
20,000.00
50,000.00
75,000.00
20,000.00
$450,000.00
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Liabilities
Capital stock—common, par $100.00.............................. $125,000.00
Capital stock—preferred 7% cumulative, par $100.00..
100,000.00
Accounts payable ..............................................................
130,000.00
Undistributed earnings, June 30, 1917............................
60,000.00
Profits year ended June 30, 1918.........................................
35,000.00
$450,000.00

Adjust the above figures in regard to the following:

4.

(1)

Land is appraised at $15,000.00 and is to be adjusted to
that value.

(2)

Give effect in the statements to depreciation of the wast
ing fixed assets for the year ended June 30, 1918, at
rates considered fair.

(3)

Dividends on the preferred stock have not been paid for
years ended June 30, 1917, and June 30, 1918.

(4)

Inventories are valued $5,000.00 below cost.

It frequently happens that a corporation contracts to pur
chase property at an agreed price, which on the face of
the contract is declared to be its value, and that by
another clause in the contract, or by another contract,
the Vendors agree to provide, in addition to the property,
a certain sum for working capital or even for free
surplus.

It is sometimes maintained that this free sum so provided
is a profit or surplus of the new corporation available
for payment of dividends if the directors so determine.
Write a brief expression of your opinion as to the proper
treatment of the sum turned back.

5.

In examining the affairs of a manufacturing concern you
find, among the assets, finished goods inventory of
$175,798.00 and ascertain that included in the above total
is the sum of $50,000.00 covering goods deposited as
collateral to secure notes which are included in the notes
payable account. How would you treat this in a state
ment prepared for credit purposes? Explain why.
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Examination in Accounting, Theory and Practice

Part II
MAY 16. 1919. 2 P. M. TO 6 P. M.

Answer questions 1 and 2 and any five of questions 3 to 13
inclusive:
1.

The following trial balance of the B. C. Cotton Company
is taken from the books after inventories and deferred
charges have been posted. The accounts are ready to
close for the period. The consigned goods account has
been inactive for six months and will continue so for
the present. Prepare statement to show for the quarter
ended March 30, 1918, total manufacturing expenses,
cost of goods made, cost of goods sold and net profit, and
submit a balance-sheet as of March 30. 1918.
TRIAL BALANCE

DR.
Cloth .....................................................
Labor ...................................................
Light .....................................................
Royalties .............................................
Oils .......................................................
Finishing ..............................................
Cash.......................................................
Liberty bonds......................................
Supplies ...............................................
Starch ...................................................
Fuel .......................................................
Water ...................................................
Freight inward....................................
Accounts receivable .........................
Accounts payable ..............................
Notes payable......................................
Building and machinery .................
Tenements .........................................
Insurance .............................................
Taxes ...................................................
General expense ................................
Rents receivable ................................
Commissions .....................................
Interest paid ...................................
Discount taken ..................................
Purchases, material ..........................
Surplus .................. ..............................
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CR.
268,337.28

33,862.99
132.72
50.00
38.62
7,455.55
119,126.06
1,000.00
1,276.06
800.00
1,455.99
202.24
1,353.99
63,492.58

313.45
225,000.00
341,378.14
1,610.99
350.00
567.71
542.88

378.87

7,121.42
2,539.90
4,016.26

162,403.68
168,866.14
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Discount allowed ..............................
Capital stock ............... ......................
Waste sales ........................................
Inventory, Finished goods 3/30....
“
Process
3/30....
“
Materials
3/30....
“
Fuel
3/30....
“
Starch
3/30....
“
Supplies
3/30....
Prepaid taxes
3/30....
Unexpired insurance
3/30....
Prepaid interest
3/30....
Consigned goods
3/30....

899.50
362,500.00
1,401.39

114,069.57
31,464.02
113,860.99
1,250.00
800.00
1,300.00
208.96
660.41
5,100.00
14,438.42
$1,030,813.39 $1,030,813.39

Inventories of finished goods have been credited to cloth
account and inventories of goods in process and materials
to purchase account.
INVENTORIES JANUARY 1, 1918
Finished goods, January 1, 1918..
132,833.85
Goods in process, January 1, 1918..
22,258.01
Materials, January 1, 1918...............
143,566.55

2.

From the following statement of facts set up the trial
balance of the Broad Exchange bank, December 31,
1918, after closing, and prepare therefrom a condensed
statement of condition as of the same date:
Due from banks, $74,975; time certificates of deposit,
$10,000; cashier’s cheques, $496,349.75; rediscounts,
$400,000; customers’ loans, $500,000; bills purchased,
$550,000; exchanges for clearing house, $320,000; due
to banks, $834,000; certified cheques, $12,500; cash,
$956,750; demand certificates of deposit, $2,500; transit
department, $100,000; on deposit with Federal Reserve
Bank, New York, $48,500; demand loans, $125,000;
time loans, $80,000; bonds and mortgages owned,
$100,000; coupon deposits, $3,750; on deposit with
National City Bank, $53,062.50; depositors, $765,910;
banking house, $200,000; furniture and fixtures, $25,000;
capital stock issued and outstanding, $500,000; securities
owned, $96,812.50; surplus, $201,090.25; accrued interest
receivable, $1,075; interest purchased, $125; unearned
discount, $5,200.
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3.

Defines
(a) Treasury stock.
(b) Nominal accounts.
(c) Accrued interest.
(d) Controlling account.
(e) Deferred charges.

4.

What should be the controlling factor in determining whether
or not certain items may properly be capitalized?

5.

(a)

How should a trading company, acting also as agent
for an individual trader, show on its balance-sheet
the unsold consigned goods of the principal?

(b)

How should the principal show the goods on his own
balance-sheet ?

6.

Name the elements essential to the proper calculation of a
depreciation charge.

7.

How would you prove in quantities the inventory of materials
at beginning of year if you had superintended an actual
inventory at end of year?

8.

Give journal entry to express the declaration of a dividend.

9.

How would you treat unclaimed dividends?

10.

Can you mention any distinction between dividends declared
out of income and dividends declared out of profits rea
lized from the increment of invested values?

11.

Define:
(a) Contingent liability.
(b) Actual liability.

ACTUARIAL QUESTIONS (OPTIONAL)

12.

A bond, bearing interest at 5% per annum payable annually,
and repayable in five years, with bonus of 10%, is for
sale. What price can a purchaser pay who desires to
realize 6% on his investment? (V5 @ 6% = .7473.)

13.

A lease has five years to run at $1,000.00 a year payable at
the end of each year, with an extension for a further
five years at $1,200.00 a year. On a 6% basis what
sum should be paid now in lieu of the ten years’ rent?
(V8 @ 6% = .7473.)
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